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EXECUTIVE SUMMARY

At the request of the Project Manger, Robert Machuca, an interim review was completed by Los
Angeles County Metropolitan Transportation Authority (Metro) Management Audit Services
(Management Audit) for the Transportation Improvement Program (TIP) call for project
Memorandum of Understanding (MOU) P0008347. This MOU is with Statc of California,
Department of Transportation (Caltrans) for right-of-way acquisition and construction of
Northbound Interstate 405 (NB 1-405) at US-101 connector gap closure project from Greenleal
off-ramp to North of Ventura Boulevard under-crossing.

The MOU total project budget amount is $45,698,600 which includes design, right-of-way
support. right-of-way acquisition, construction support and construction cost. The scope of this
review is limited to $37,361,600 for right-of-way acquisition and construction cost. The project
budget for right-of-way acquisition is $8,859,600, which includes:

e $4,996,600 or 56.4 percent of Prop C 25 percent fund,

o $3,863,000 or 43.6 percent of Traffic Congestion Relief Program (TCRP) Fund.

The project budget for construction cost is $28,502,000, which includes:
e 33,091,000 or 10.84 percent of Prop C 25 percent fund;
o $25.411,000 or 89.16 percent of Grant Anticipation Revenue Vehicle (GARVEE)
Bond fund.

The period under review is June 30, 2004 to June 30, 2007. This interim review is based on the
original MOU and amendment one in effect during the period under review.

The total project incurred cost of $29,169,176 is from the MOU inception date of June 30, 2004
to July 31, 2007. The project incurred cost consists of $5,144,930 for right-of-way acquisition
and $24,024,246 for construction. Based on this review we questioned $398,642. The
questioned cost consists of $6,699 for non-allocable construction cost related to utility expenses
and $391,943 for cost incurred after the June 30, 2007 lapsing date. Therefore, the total
allowable project cost for the period under review is $28,770,534. Metro’s share of the total
allowablc project cost is $5,462.756 which includes $2,901,741, or 56.4 percent and $2,561,015,
or 10.84 percent, for right-way-acquisition and construction cost. Caltrans has been reimbursed
$2,940,345 of the allowable project cost and no retention was withheld. For this interim review
the remaining balance on the MOU 1s $2,624,844 (38,087,600 - $5,462,756).

During this review we found that Caltrans unilaterally decreased its Prop C funding requirement
because the bid for the construction cost was lower than originally forecasted. Caltrans reduced
the Prop C funds from $3,091,000 to $1,299,000 and reduced the allocation percentage for Prop
C from 10.84 percent to 4.8 percent.
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EXECUTIVE SUMMARY

Caltrans’ representative advised us that the construction bid cost was lower than originally
forecasted (sce “*Results of Review” section of this report) creating the need to lower the Prop C
25 percent funds allocation percentage. Caltrans also obtained funding from the City of Los
Angeles, which was not listed as a source of funds in thc MOU. Caltrans did not comply with
the MOU terms for changing the funding source and allocation percentage. The MOU terms
requires written agreement between both parties. We were advised that Metro’s Project Manager
is currently coordinating with Caltrans’ Project Manager to amend the MOU to reflect the
reduction in the Prop C 25 percent allocation and to extend lapsing date of the MOU.

INTRODUCTION

Background

This MOU is between the Caltrans and Metro. The objective of the project is for Right-of-Way
acquisition and Construction of NB [-40S5 at US-101 Connector Gap Closure Project from
Greenleaf off-ramp to north of Ventura Boulevard undercrossing. The project will alleviate
heavy congestion and excessive weaving occurring at this location, improve transportation
mobility, and enhance safety. The total estimated project cost is $45,698,600 and Metro's share
is $8,087,600. The MOU commenced on Junc 30, 2004 and lapsed on June 30, 2007.

Objectives

The review objectives were to:
o Determine the allowability, allocability and reasonableness of the incurred cost.
o Determine whether costs incurred and billed were allowabie under relevant cost standards
and in compliance with the specific general terms of the MOU and project management

guidelines.

¢ Determine whether costs incurred were properly and accurately charged to the MOU,
were reasonable in amount, and were supported by documented evidence.

e Determine whether costs were properly recorded for reimbursement purposes and that
reimbursements were received by Caltrans and the Metro's accounting records properly

reflect these transactions.

s Dectermine whether invoices were submitted within the lapsing date and within the period
for which the funds were programmed.
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INTRODUCTION

Scope

The scope of this review 1s limited to $37,361,600 for the right-of-way acquisition and
construction cost and the amounts invoiced by Caltrans for costs incurred from June 30, 2004 to
June 30, 2007.

We conducted this attestation review in accordance with Generally Accepted Government
Auditing Standards. Those standards require that we plan and perform the review to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions
based on our review objectives. We believe that the evidence obtained provides a reasonable
basis for our findings and conclusions based on our review objectives. Wc used the cost
principles contained in the Federal Acquisition Regulation (FAR) Subparts 31, and the MOU
Provisions to evaluate and analyze the incurred cost.

The cost claimed is the responsibiljty of Caltrans. Our responsibility is to express a conclusion
based on the review. The review report is intended solely for the use of Metro's management
and should not be used for any other purpose without first consulting Management Audit.

Methodology

We sclected invoices submitted by Caltrans and traced various costs included on the invoices 10
supporting documentation such as vendor’s invoices. We reviewed the costs for allowability in
accordance with applicable cost standards and compliance with the terms and conditions of the

MOU. We also reviewed our internal accounting and grant records to determine if the amounts
claimed for reimbursement, as represented by the invoices submitted by Caltrans, were actually
paid.

RESULTS

Conclusion

Project Cost

The total project cost of $29,169,176 was incurred from inception of the MOU to July 31, 2007.
We questioned $398,642, which consists of $6,699 of construction cost for utility expenses that
are not allocable to this MOU and $391,943 of cost incurred after the lapsing date of June 30,
2007. Therefore, the allowable project cost is $28.770.534, which includes $5,144.930 right-of-
way acquisition and $23,625,604 construction cost. Metro's sharc in Prop C 25 percent fund of
the total allowable project cost is $2,901,741, or 56.4 percent and
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RESULTS

$2,561,015, or 10.84 percent, for right-way-acquisition and construction cost. Caltrans was
reimbursed $1,797,392 and $1,142,953 for right-of-way acquisition and construction. No
retention has been withheld. The remaining balance on this MOU is $2,624,844 which includes
$2,094,859 and $529,98S for right-of-way acquisition and construction, respectively.

We were advised by the Project Manager that an amendment extending the lapsing date to June
30. 2011 was executed after our interim review. We will determine the final allowable project

cost when we perform a close-out review. See Appendix A for detailed result of review.

Compliance with MOU Terms

Caltrans is not in compliance with their MOU terms and conditions. For the period under review
Caltrans has under-run the project cost by $2.522,411 because Caltrans unilaterally changed the
Prop C fund allocation percentage without written agreement from Metro’s Project Manager.
During this review we were advised by Caltrans that the estimated construction cost for this
project was lower than originally anticipated. Therefore, Caltrans unilaterally revised the MOU
project cost and reduced the Prop C fund allocation percentage from 10.84 percent to 4.8 percent.
The MOU includes funds from both Prop C and GARVEE bond funds. Since the GARVEE
bonds fund could not be reduced, Caitrans reduced the Prop C funds from $3,091,000 to
$1,299,000 which reduced the Prop C fund allocation percentage. In addition, Caltrans obtained
funding from the City of Los Angeles which is not listed as a source of funds in this MOU. See
Appendix A for detailed result of review.

Section | [.I of Part 11 — General Terms of the Financial Agreement (FA), of the MOU states,
“This FA, and its Attachments and the reference Guidelines, constitute the entire understanding
berween the parties with respect to the Project and the Funds. The FA shall not be amended, nor
any provisions or breach hereof waived, except in wriling signed by the parties.”

Recommendation

We recommend that Caltrans comply with the terms of the MOU and obtain mutual agreement in
writing in regards to any changes to the funding allocation percentages. We also recommend
that a close out review be conducted as early as possible to confirm whether there is a Prop C
funds balance remaining on this project that may be eligible for reprogramming to other projects.

Management Response

Metro Project Manager concurred with the results and recommendations of the audit.
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Caltrans’ Response:

In Caltrans’ letter dated March 12, 2009, Caltrans disagreed with the recommendation to obtain
mutual agreement in writing in regards to any changes to the funding allocation. Caltrans’
response stated that, “Caltrans believes that it did not violate the terms of the MOU because the
lowest bidder’s amount was less than the programmed amount. This resulted in a saving 10
capital costs. Caltrans believes that the MOU section cited by the auditors refers 10 changes
that are beyond the original scope of the MOU. In this particular case, Caltrans believes that
becuuse there were no changes beyond the original scope of the MOU, it did not need to obluin
mutual agreement in writing. Caltrans agrees with the recommendation that a close-out review
be performed as early as possible.” Please sce Appendix B for the letter.

Auditors’ Rejoinder:

We disagree with Caltrans’ explanation. The General Terms of the MOU states that any changes
to the Funding Agreement (FA) shall not be amended without written agreement signed by both
parties. We believe an amendment to the MOU is required before Caltrans declares the project
complete and initiation of the final review for the project.

Rent Expenses

Caltrans does not have an allocation plan to allocate rent expense incurred by the Resident
Engineer’s (RE) office to fairly allocate these costs for projects sharing the same project field
office. The current practice is to arbitrarily charge rent expense by randomly selecting projects
to charge through out the fiscal ycar. There is no matching of these expenses to applicable
projects in an objective and reasonable manner.

Contract Term Part 11, section 5.2 of this MOU stated that Metro shall used applicable Federal
Acquisition Regulations (FAR) in determining the reasonableness of project costs incurred.
FAR Subpart 31.201-4, Determining allocability, states, *4 cost is allocable if it is assignuble or
chargeable 10 one or more cost objectives on the basis of relative benefits received or other
equitable relationship. Subject to the foregoing, a cost is allocable to a Government contract if
it—(b) Benefits both the contract and other work, and can be distributed to them in reasonable
proportion to the benefits received...”

Caltrans did not allocate this expense to the MOU on the basis the benefit received by the
applicable project. We believe that not having a proper allocation plan could result in over-
billing of rent expense to Metro. For this MOU, the cost associated with the project is
considered immaterial. However, we believe it should be noted in the event future cost becomes
significant.
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RESULTS

Recommendation

We recommend that Caltrans establish an allocation plan to allocate rent expenses 1o the
construction projects based on a beneficial and causal relationship.

Management Response

Metro Project Manager concurred with the results and recommendations of the audit.

Caltrans’ Response

In Caltrans’ letter dated March 12, 2009, Calirans agreed with our recommendation and stated
that, “Caltrans is in process of developing a new process to allocate rental expenses to all the
projects that are benefiting from a particular RE’s office. The method for allocating rent
expenses will be based on a logical, proportional method such as each project’s construction
contract amount.” Please see Appendix B for the letter.

Ruthe Holden
Chief Auditor
March 2009

Audit Team:
Rey Alimoren
Andrew Lin
Kathy Knox
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APPENDIX A

INTERIM REVIEW
MOU P0008347
RIGHT-OF-WAY ACQUISITION AND CONSTRUCTION OF
THE NB 1-405 AT US-101 CONNECTOR GAP CLOSURE
SUMMARY OF PROJECT FUNDING AND EXPENDITURES
FROM INCEPTION TO JULY 31, 2007

Budgeted Percent| | Total Project Allowable MOU
Description Costs on Cost Per PCS| |Project Cost Payments Over/(under) Balance
a b ¢ d e f=e-d g=a-d
MTA Programmed Fund
Right-of-Way Acquisition:
TCRP $ 5,863,000 43.60% 2243189  § 2,243,189 n/a
Prop C 25% 4,996,600 56.40% 2,901,741 2,901,741 S 1,797392 $§ (1,104349) § 2,094,859
Subtotal 8,859,600 100.00% 5,144,950 5,144,930 1,797,392 (1,104,349) 2,094,859
Construction Capital:
GARVEE Bonds  $ 25,411,000 89.16% 21420018 S 21,064,589 Wa
Prop C 25% 3.091,000 10.84% 2,604,228 2,561,015 1,142,953 (1,418,062) 529,985
Subtotal 28,502,000 100.00% 24,024,246 23,625,604 1,142,953 (1,418,062) 529,985
TOTAL 37,361,600 29,169,176 28,770,534 2,940,345 (2,522,411) 2,624,844
Total Prop C $ 8,087,600 $ 5,505,969 $5,462,756 S2,940,345  §$(2,522,411) $2,624,844
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STATL QF CALIORNIA —DUSINESS, TRANSIORTA IION AN HOUSING AGENLY. -

DEPARTMENT OF TRANSPORTATION
AUDITS AND INVESTIGATIONS

1304 O NTREET, SUTE 200

P. O BOX 942874 - M8 2

SACRAMENTO, CA 94274-000) Fleryour pumice”
PHONC (916) 323-7111 Be eneryy efficient
FAX (916)323-712)

TTY N
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March 12, 2009

Mr. Robert Machucu

Projcct Manager

Los Angeles County Metropolitan Transportation Authority
One Gateway Plaza (MS 99-22-2)

l.os Angeles. CA 90012-2952

Dear Mr. Machnca:

Thank you for the opportunity to respond 10 the draft audit report on the intcrim review
performed on Memorandum of Understanding (MOU) PO008347 between the Los Angeles
County Mctropolitan Teansportation Authorily (Mctro) and the Culifornia Department of
‘Yransportation (Caltrans). The purpose of this MOU was for right-of-way acquisition and
construction of Northbound Interstate 405 at US-101 connector gap closure project from
Greenleaf off-ramp 1o Noath of Ventura Boulevard under-crossing

“The purpase of the interim review was ta determine Lhe allowability, allocablity, and
reasonableness of invoices submined by Caltrans for the pened of Junc 30, 2004, 1o
June 30, 2007. The scope of the review was limiled 10 the right-of-way acquisition and
construction costs of the MOU project. which had a2 $37.361,600 budgct.

Metro audiiors conctuded that out of the budgeted amount of $37,361,600, the total project cost
for right-of-way acquisition and consiruction for the petiod of June 30, 2004, to July 31, 2007,
was $29,169.176; and identilied the following findings:

I. Mctro is questioning $402,951 1n billed costs consisting of $6,699 in constructian costs for
ulility expenses thal were not allocable (o this MOU, and $396.252 in billed costs thal were
wcurred afer the Japsing date of Junc 30, 2007,

Calirans Response: There was no associaled recommendation in the draft repont for this
finding However, Caltrans has already reversed the cosis that were not allocable to this MOU
and amended 1he MOU 1o extend the lapsing daie.

2. Calrans was not in compliance wilh the terms of the MOU because it changed the
percentage (or the Propositian C fund alfacation without written agreement from Metro's
Project Manager. Metro auditors are recommending that Caltrans comply with the tems of
the MOU and obtain mutual agreement in wriling whenevee there are changes lo the
funding allocation pereentages. In addition, Metro auditors arc recommending that a

“Cahrans improves mobility aveoss Califormo™
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Mr. Roberl Machuca
March 12, 2009
Page 2

close-oul review be conducted as early as possible to determine if there are funds 1o be
reprogrammed.

Caltrans Response: Cultruns believes (hat it did not violate the terms of the MOU because the
lowest bidder's amounl was fess than the programmed amount. This resulted in g savings (o
capital costs. Caltrans believes that the MOU section cited by the auditors refers to changes
that are beyond the original scope of the MOU. In this particular case, Calirans belicves that
beeause there were no changes bevond the original scope of the MOU, it did not need to obtan
mutual agreement in writing. Caltrans agrees with the recommendation that a cloge-oul review
be performed as carly us possible.

3. Caltrans docs not have an allocation plan to allocale rent cxpenscs incurred by the Resident
Engineer’s (RE) ofTice to fairly allacate these cosls (o prajects sharing the samc field office

Caltrans Response: Caltrans is in the process of developing a new process 10 allocate rental
expenses 10 all the projects that arc benefiung from a particular RE’s office. The method for
allocating rent cxpenses will be based on a logical, proportional method such as cach project’s
consinclian comtract amount.

Pleasc sce the attached memorandum from the Division of Program Project Management in
District 7 for a complete response.

Caltrans appreciates the opportunily (o respond Lo the draft review ceport. I( you have any
questions, or require additional information, please contact Laurine Bohamcra, Chief, Internal
Audits. at (916) 323-7107, or Juanita Baier, Avdit Supervisor, af (916) 323-795).

Sincerely,

Alise— e C Q\"\?,—

GERALD A LLONG
Deputy Director
Audits and Investigations

Attachmenl

c Ruthe Halden, Chiefl Auditor. Mctro
Kathy Knox, Supervising Auditor, Mctro
Andrew Lin, Auditor, Mctro
T Dinh, Metru Audit Coordinator, District 7
|Launnc 13ohamera, Chie(, Intemal Audits, Audits and Investigations
Juanita Baier, Audit Supervisor, Audits and Investigations

Culirans improves mohihig, aerex Califorma
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STATE OF CALIFORNUA---BUSINESS, TRANSPORTATION AND HOUSING AGENCY ANGES SUWNTM Y, CoveMa
— — — iz sty e S e ]

DEPARTMENT OF TRANSPORTATION o s

Drvi5on of Progaam Proge MORSOGTeN

D & ~ Y
100 S. Mao Streel. Suta 100 £ =1
Los Angee s, CA 90012 A ,
Tai 2136974826 \_u

Fax 2130974511

Memorandum
To: GERALD A. LONG
Depuly Director

Audits and Investgations

From: TAD TEFERI
District 7 Deputy Direglor
Program Project Management

Subject: Los Angeles County Meuropolitan Transportalion of Realign and Widen Exisling
Highway, from 0.1km nerth of Sepulveda Boulevard undercrossing to 0,3km south of Route 101 and
405 Scparation = MOLJ PR347 / EA 07-20120

The Los Angeles County Metropolitan Transportation Agency (Metro) audit identifies following
Calrans questionable undenaking:

* Audit Finding: The total project cost of $29,169,176 was incurred from inception of the MOU
to July 31, 2007. We questioned $402,951, wblch consists of $6,699 of construction cost for
utility expenses that arc not allocablc to this MOU and §396,252 (8394,852 + $1,400) of cost
incurred after the lapsing date of Junc 30, 2007, Therefore, the allowable project cost is
§28,766,225, which includes $5,143,530 right-of-way acquisition and $23,622,695

construction cost. Metro's share in Prop C 25 percent fund of the total allowablc project cost is
$2,900,951, or 56.4 percent and $2,560,700, or 10.84 percent, for right-way-acquisition and
construction cost. Caltrans was reimbursed $1,797,392 and $1,142,953 for right-of-way
acquisition and construction. No retention has becn withheld. The remaining balance on this
MOU is $5,147,255 which includes $3,199,208 (34,996,600 - $1,797,392) and $1,948,047
(33,091,000 - $1,142,953) for right-of-way acquisition and construction, respectively.

The MOU amendment has extended the time of lapsing dale, and the unallecated cast of $6,699 has been
clarfied by Callrans Accounting and accepted LAMTA audilor.

« Audit Finding: Caltrans is not in compliance with their MOU terms and conditions. For the
period under review Caltrans bas under-run the project cost by $2,521,306 becavse Caltrans
unilaterally changed the Prop C fund allocation percentage without written agreement from
Metro’s Project Manager. During this review we were advised by Caltrans that the estimated
construction cost for this project was lower than originally anticipsted. Therefore, Caltrans
unilaterally revised the MOU praoject cost und reduced the Prop C fund allocation percentage
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from 10.84 percent to 4.8 percent The MOU includes funds from both Prop C and
GARVEE bond funds. Since the GARVEE bonds fund could not be reduced, Cabtrans
reduced the Prop C funds from $3,091,000 to 51,299,000 which reduced the Prop C fund
allocation percentage. In addition, Caltrans obtained funding from the City of Los Angeles
which [s not listed as 2 source of funds in this MOU. Sce appendix for detailed result of
review.

Section 11,1 of Part IT — General Terms of the Financial Agreement (FA), of the MOU states,
“This FA, and its Attachments and the reference Guidelines, constitute the entire
understanding between the parties with respect (o the Project and the Funds. The FA shall
not be amended, nor any provisions or breach hereof waived, except in writing signed by the
parties.”

The lowest bidder was less than (he MOU amouni (programmed amount) which resolted in a
saving of capilal cosl. The Department is not required Lo go back to CTC or rencgotiale the MOU
whenever Lhere is a small saving on the contract

The audit finding reference to section 11.1 of Part [1 - Gencral Terms of the Financial Agreement
(FA), "This FA, and its Atachments and the reference Guidelines, constinuie the entire
understanding between the parties with respect to the Project and the Funds. The FA shall not
be amended, nor any provisions or breach hereof waived, except in writing signed by the
parties.” has not been violated. The intention of this section 1s both partics have 1o approve
changes that are beyond the anginal scope of the MOU, ¢ither in teera of project cast or schedule.
The project cost in this case was entirely within the programmed amounl, thus jt should nat
require an adjustment 10 MOU in wriling.

 Audit Finding: Caltrans docs not have an allocation plan to allotate rent expense incurred by
the Resident Enginecr’s (RE) office to fairly allocate these costs for projects sharing the same
project field office. The current practice is to arbitrarily charge rent expense by randomly
sclecting projects to charge through out the fiscal years. There is po matching of these expenses
to appllcable projects in an objective and reasonable manncr.

Contract Term Part [, section 5.2 of this MOU stated that Metro shall used applicable
Federal Acquisition Regulations (FAR) in determining the reasonablencss of project costs
incorred. FAR Subpart 31.201-4, Deterniining allocability, states, “A cosz is allocable if it iy
assignable or chargeable to one or more cost objectives on the basis of relative benefity

received or other eguitable relativnship. Subject to the foregoing, a cost is allocable to a
Government contract if it—~(b) Benefity both the contract and other work, and can be

distributed lo them in reasonable proportion (o the benefits recefved...”

Caltrans did not allocate this expense to the MOU ob the basis the bevefit received by the
applicable project. We believe by not baving a proper allocation pian, rest expense for this
project could result in over billing of project expense to Metro. For this MOU, the cost
associated with the project is considered linmaterial. However, we belicve it should be noted

in the event future cost becomes significsnt.

(n the near future, Caltrans Dislrict 7 will implement 3 new process to sphit each month's renlt costs across the

projects/EAs that are supporied by Lhe people working in Lhe Residem Englneer office. The split can be
communicaled 10 Accounling either by the receiving recosd or, f one Is not completed. by a memo. The split
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will be updated as lhe projecls being worked on cul of Lhe office changes. Methods (o the split will be some
logical proportional method -something like each EA gtilng the percentage of the renl cost based on the
project's construction contract amounts.

Should you have any questions regarding this response, please contact Javed Rahimzadeh al (213)
R07-6846.

cc: Juanita Baier, A&l

l.aurinc Bohamera , A&I

William tewis. Chief. Accounts Receivable Branch. DofA
Judy Armstrong, Chicf, Reimbursement Section, DofA
Glora Madnz, Disirict 7 Reimbursement Accountant, DofA
Cindy Wu, Disirict 7 Reimbursement Accountant, DofA

Page 12 of 12



